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An AICPA publication for the local firm
MANAGING THE FIRM FOR QUALITY CONTROL
There is a definite correlation between the quality of 
management of a CPA firm and the quality of the 
professional services it renders. As a result, a slop­
pily run firm may be more likely to perform poor 
work for its clients.
This is not to suggest that efforts to control quality 
do not exist in less well-run firms. After all, every 
CPA firm has a quality control plan of one sort or 
another. The plan may not be well defined and may 
even consist of an informal understanding about 
review of work performed. However, if effective and 
uniform quality control is to be attained, what is 
needed is for a CPA firm to operate as a firm and not 
simply as a group of individual practitioners. Every 
firm should be moving toward having written 
review procedures and a fully documented control 
plan.
In order to set up a quality control plan, it is 
necessary to study the firms structure. The size of 
the firm, the number of offices, the present quality 
control procedures for each office (whether existing 
or planned) and whether or not quality control is (or 
will be) centralized are all factors which should be 
taken into consideration in developing a docu­
mented quality control plan.
Quality control should be organized in the same 
way as other firm functions are organized. For 
example, if the firm has functional committees, the 
quality control function should be assigned to a 
committee.
Developing a quality control plan
Drastic changes in existing policies and procedures 
may not be necessary in developing your firm’s 
quality control plan. However, if changes are 
needed, this is the time to make them. You may find 
that all that is needed is to express existing policies 
and procedures in writing. For guidance, sample 
quality control documents can be found in the 
AICPA Accounting and Auditing Manual.
Remember though, that what works well in one 
firm may not work in another and that any plan 
must be appropriate for a particular firm. So, if you 
use sample quality control documents or have 
access to other firms' quality control documents, 
don’t adopt them for your firm without thorough 
study, review, and amendment. Even though firm 
policies should meet professional standards, they 
should not be unnecessarily rigid, and the objec­
tives expressed in these policies must be attainable 
or the plan will ultimately be disregarded and will 
fail.
Here are some suggestions for those people 
responsible for developing the firm’s quality control 
plan. Consider each of the nine elements enumer­
ated in Statement on Quality Control Standards no. 
1, System of Quality Control for a CPA Firm, and ask
□ What are we doing now?
□ What should we be doing?
□ What forms and records shall we need to dem­
onstrate our adherence to the policies?
Write a concise description of the plan for each of 
the nine elements stating the policy and how 
adherence to the policy is to be documented.
Gaining acceptance of the plan
There is likely to be some resistance to the for­
malization of policies and procedures, particularly 
on the part of partners who may operate more or less 
on their own and who visualize a threat to their
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independence. Also, there may be some partners 
and staff members who believe such a plan is a 
restriction on the exercise of their professional judg­
ment.
Much of this resistance can be overcome by stress­
ing the necessity of uniform firm policies and by 
pointing out the dangers that can arise from having 
some members of a firm set standards which are not 
followed by all.
It is a good idea to seek the advice of partners and 
others in the firm by bringing them into the process 
even though responsibility for developing the plan 
has been delegated to one partner or to a committee. 
But don't expect total agreement on the plan, and 
certainly do not postpone its adoption in the hope of 
getting unanimous agreement on all of the plans 
provisions.
If the firm has been loosely structured with each 
partner having substantial autonomy, there will 
probably be more resistance to the plan than would 
be the case in a more structured environment. A 
general reorganization of a loosely structured firm 
may be in order at the time the quality control plan 
is being considered.
A quality control plan is a commitment and, once 
adopted, it should be followed. (The plan should 
include procedures for determining whether or not 
it is being followed.) Bear in mind that no plan is 
unalterable, and every plan should be reviewed 
periodically and amended when appropriate. For a 
quality control plan, amendments may be necessi­
tated by changes in the firm’s size or in the nature of 
its clientele, or by other factors such as changes in 
professional standards. Or again, amendments may 
be required when experience suggests that other 
ways will make the plan work more effectively.
On-site peer reviews and quality reviews are a 
means of assuring that your quality control plan is 
doing the job it is designed to do. The reviewers will 
check to see that the plan is suitable for your firm 
and test it against professional standards. They will 
also make sure that the plan is being followed.
Formalization of a quality control program can be 
of great help in turning up potentially embarrassing 
situations and, of course, having a plan provides 
discipline. It give a higher degree of assurance that
New Format for 1990
Annual Members Meeting
In a departure from previous programs, the 
103rd AICPA annual meeting on October 22-24 
in Baltimore, Maryland, will offer members 
the opportunity to participate in discussion 
groups focusing on issues that will be critical 
to them and to the profession in the coming 
decade.
Matters to be considered include
□ The Institute's role, structure, and organi­
zation in meeting members needs.
□ The growth of information technology.
□ The impact of the global economy.
□ Tax simplification.
The professional program includes presen­
tations on the economic outlook for the 1990s, 
the issues and challenges facing the profession, 
and the major forces that are transforming the 
world.
For further information about the program, 
contact the AICPA meetings department: (212) 
575-6451.
those within the firm do not overlook or bypass 
procedures which should be carried out. But proba­
bly the most important point is that having a 
quality control plan will help everyone in the firm 
do a better job and that, in the long run, will be 
profitable both for the CPA firm and for the client.
The exhibits on pages 3 and 4 are designed to help 
as you go through the nine elements of quality con­
trol. □
—by Samuel A. Derieux, CPA, Deloitte & Touche, 700 
E. Main Street, Virginia 23219
Editor’s note: The above article is basically a reprint of 
Mr. Derieux's article of the same title that was pub­
lished in the July 1980 issue of the Practicing CPA. 
Updated where necessary to reflect current profes­
sional standards, its message of commitment to 
quality control remains the same.
The Practicing CPA (ISSN 0885-6931), July 1990, Volume 14, Number 7. Publication and editorial office: 1211 Avenue of the 
Americas, New York, NY 10036-8775. Copyright © 1990 American Institute of Certified Public Accountants, Inc. Opinions of the 
authors are their own and do not necessarily reflect policies of the Institute.
Editor: Graham G. Goddard
Editorial Advisors: Jerrell A. Atkinson, Albuquerque, NM; Richard A. Berenson, New York, NY; Robert L. Carr, Canton, OH; 
J. Terry Dodds, Twin Falls, ID; Jeffrey S. Gold, Washington, DC; Daniel S. Goldberg, Livingston, NJ; Robert L. Israeloff, Valley 
Stream, NY; Jerry W. Jackson, Bluefield, WV; Sidney F Jarrow, Elmhurst, IL; Joe D. Jones, Jackson, MS; Charles B. Larson, St. 
Joseph, MO; H. W. Martin, Rome, GA; Walter F Reardon, Upland, CA; Ronald C. Russell, Springfield, OH; Abram J. Serotta, 
Augusta, GA; John B. Sperry, Richmond, VA; David A. Werbelow, Pasadena, CA; Donald P Zima, Atlanta, GA.

























































Audit manual X X






Personnel manual X X X X
X
Personnel files
Billing and collection records X







Internal control questionnaires X
Audit programs X
Sample engagement letters X
Pro forma certificate of minutes and representation letters X
Sample legal letters
Sample management letters, financial statements and
X
auditors’ reports X
Engagement time budgets X X X
Engagement time analyses X X X
Time and expense reports X X X
Monthly/quarterly staff schedules X






Second partner review procedures, checklists and/or memoranda X
Planning memoranda for engagements
Memos in workpapers summarizing significant
X
audit conclusions




Interview evaluation forms 





Client permanent files and correspondence files
Independence confirmations





Profile sheets/checklists for new clients
X
X
Forms for reimbursement of membership dues in 
professional organizations





Written inspection programs X
Written inspection reports X
*Relates to tax and MAS segments of practice and should not be included in quality control 
document.
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Exhibit 2






















































1 Engagement partner prepares engagement letter and requests staff 
for the engagement. Submits estimated timing for engagement.
2 Staff (manager, in-charge and assistants) assigned to engagements 
based on experience, independence, past evaluations and time
X X
availability.
3 Staff reviews permanent files, workpaper files, correspondence files 
and prior year’s financial statements, audit report and management 
letter.
4 Preplanning meeting with engagement partner.
5 Planning conference with client.
6 Manager/in-charge prepares detailed planning memo and time 
budget.
7 Commencement of interim field work:
Evaluation of internal control
Compliance tests
8 In-charge discusses progress of work and any engagement problems 
with staff.
9 Review of interim workpaper files by in-charge







Draft of financial statements, opinion and management letter 
Disclosure checklist
Time summary and analysis
12 Throughout engagement, in-charge monitors the staffs work.
13 In-charge and manager review workpapers, report and management 
letter. Initial all workpapers as evidence of review.
14 Staff clears all review notes.
15 Engagement partner reviews workpapers, report and management 
letter. Initials covers of all workpaper files and permanent files, 
report and management letter as evidence of review.
16 Staff clears engagement partner review notes.
17 Consultation with industry specialist on reporting problem.
18 Resolution of problem. Documentation of resolution by engagement 
partner.
19 Second partner review of report. Reviewers checklist completed. 
Initials report.
20 Report and management letter submitted to report department. 
Before report is processed, it is checked to see that two partners have 
approved it.
21 Report and management letter typed and proofread. Report also 
checked for mathematical accuracy.
22 Engagement partner signs report and management letter and 
submits them to client.
23 Final staff performance evaluations.
24 Billing of client. Collection of fees.
25 Workpaper files and copies of the report and management letter sent 
to file department. Notification to managing partner that 
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Changes Due in Billing and 
Collection Habits
When there are major changes in any industry or 
profession, some areas will adapt much more 
quickly than others. In recent years, the accounting 
profession has undergone significant changes in its 
code of ethics, in the use of technology, and in the 
needs and wants of clients. It has also been affected 
by shifts in the general economy. As a result, many 
aspects of public practice have been altered.
An underlying implication of almost all the 
changes has been the impact on the economic struc­
ture of CPA firms. The cost of CPE has increased 
significantly, total personnel costs have risen dra­
matically, and the cost of professional liability 
insurance, once a nominal factor, is now a major 
line item in the budget. In addition, competition has 
intensified.
One aspect of public accounting that has been 
slow to change, however, is the billing habits of 
CPAs. During the 1940s and 1950s, CPAs embraced 
time-based billing. What became, basically, a cost- 
plus approach was no doubt appropriate in the pro­
fessional environment of the time. Professional ser­
vices provided then were mainly auditing by the 
larger firms and general accounting (actually book­
keeping) by the smaller firms. The compliance 
aspect of tax work dominated the balance of most 
firms’ product lines.
The last twenty years has seen a significant expan­
sion in the number and variety of services offered by 
CPA firms—new services which sometimes meant 
new sources of competition from outside the profes­
sion. Banks, management consultants, computer 
firms of every type, and other providers of these 
services are basically market driven. They are 
inclined to see price as what someone will pay for 
the service, or as what the service is worth on the 
market. CPAs, though, are still obsessed with billing 
rates and, for the most part, accept only a portion of 
the standard rates they carefully calculate based on 
a portion of their payroll costs.
Most billing rates are calculated on direct payroll 
and tend to ignore the many additional costs of 
personnel. Depending upon how broad your defini­
tion is, costs in addition to the paycheck include 
taxes, benefits of all kinds and, perhaps, CPE. These 
costs in a typical firm probably run from twenty 
percent to fifty percent of bare payroll numbers.
As the changes in our profession continue and 
their impact becomes more pronounced, the old 
cost-based billing system will ultimately break 
down. When the current billing formulas and bad 
habits of billing late and collecting even later were 
formed and cast in stone in the 1950s, interest rates 
were two percent—a far cry from the cost of money 
today. Practitioners will not be able to survive the 
1990s, to say nothing of prospering, if they fail to 
recognize the need for significant changes in their 
billing habits.
In the 1990s, practitioners will need to recognize 
(continued on page 8)
Evolution in Billing Systems
The systems that underlie the billing process 
have also undergone some evolution, but there 
is still a long way to go.
Initially, the time accumulation process was 
entirely manual. This was time-consuming, 
expensive, and delayed the billing process. 
One-write systems speeded up and made the 
process more efficient, but still left much to be 
desired.
Even the best time systems miss much of the 
crucial ingredient—time. As a result, much of 
the work performed for clients is unbilled.
Beginning in the 1960s, computer systems 
improved the accuracy of the process and 
somewhat shortened the time from work to 
collected fee. The process still missed far too 
much of the driving ingredient, however, and 
was still slow and cumbersome.
At first, time sheets were prepared monthly. 
This resulted in long delays in the billing pro­
cess with clients not receiving bills until sixty 
to ninety days after the work was performed. 
They usually paid ten to forty days after receiv­
ing their bill. These astonishing delays were 
encountered in what were considered good cir­
cumstances. More often the periods were 
longer.
Statistics generated in many surveys suggest 
that practitioners are comfortable with forty- 
five days of their gross billing tied up in work­
in-process and another forty-five days in 
accounts receivable. A firm with fully fifty per­
cent of its annual billing tied up in uncollected 
fees is not uncommon, when the truth is 
known.
Firms began going to biweekly and weekly 
time sheets in the 1970s and 1980s. This was 
some improvement but not much. In the past 
couple of years, there has been some move­
ment to daily time sheets. But again, this is 
only a Band-Aid on a significant wound.
The 1990s will see firms adopting more 
advanced techniques to instantly capture all 
data needed for billing. Bills will go out with 
delivery of the product.
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Lessons from the Best Business Generators 
in the Profession
How can anyone get better at anything? This seems 
to be a simple question, but it is a tough one to 
answer. We think that one of the most promising 
areas in which to find an answer is the world of 
sports. There, sport psychologists and coaches make 
use of a method known as neurolinguistic program­
ming (NLP) to enhance the performance of athletes. 
Individuals seeking to improve their skills in other 
areas, besides athletics, can use NLP, too.
The first step in applying NLP is to find success 
models. These are people who are already achieving 
the results you want. Then, you must diagnose what 
they are doing to get these results. To do this effec­
tively, you must gain insight into how they think, as 
well as how they act. The third step is to find a way 
to systematically use the techniques yourself. You 
should start modestly and try to gradually improve 
your performance within your own natural style. 
The final step is to commit to a long-term process of 
continual improvement and reinforcement. Produc­
tive change takes time.
Right now, there is a great deal of interest in sales 
training to make CPAs better at business develop­
ment. For lasting improvement, though, we suggest 
you use NLP to learn the techniques of the best 
business generators in the profession. Since they 
produce the results you want, why not analyze how 
they do it—how they act, for example, and how they 
manage client and referral relationships.
To apply the process to effective practice develop­
ment training, lets look at those steps again.
□ Find successful models. We interviewed over 
sixty of the best business generators in firms of 
all sizes, and found that they share some com­
mon attributes and behavioral patterns that 
make them effective.
□ Diagnose what they do. Based on trial and 
error, as well as through some natural 
entrepreneurial instincts, the rainmakers 
know what works and why. Their thought pro­
cesses and behavioral patterns become sys­
tematic.
□ Find a way to transfer the skills to others. 
Because the process has become instinctive, 
many business generators cannot teach what 
they do. We usually find it necessary to create a 
specific structure in which to train CPAs to 
emulate the behavior of the best business gen­
erators.
□ Foster continual improvement and reinforce­
ment. CPAs need to recognize that developing 
marketing and selling skills takes time and 
constant practice.
The key success strategies 
of the best business generators
There are several attributes that the best business 
generators have that set them apart from everyone 
else. We will describe four characteristics that we 
think are the most important. The first two concern 
their ways of thinking, and the others deal with 
what they do.
The best business generators are not “born sales 
people" by any means. Rather, they simply work 
harder and more consistently at business develop­
ment than their peers. They do this even though they 
tend to have more time pressures and competing 
priorities than their partners. (Many of the rain­
makers, in fact, are managing partners.) "I am not 
expert at salesmanship,” said one, "but I can outrun 
my competitors through sheer effort.”
As an example of effort and persistence, one CPA 
called the president of a prospective client company 
four times a year for eight consecutive years! The 
CPA’s persistence was rewarded in the eighth year 
when the former audit partner was rotated off the 
account and the prospect was willing to engage 
another firm.
Business development is always on the minds of 
the best rainmakers. They see every contact with 
referral sources, prospective clients, and with pres­
ent clients as opportunities to solidify relationships 
and to identify service needs. Even at social events, 
they will ask questions, listen carefully, and probe 
for unmet service needs or signs of dissatisfaction 
with the prospects current accountant. Recognize, 
however, that all prospecting is done in a low-key, 
unobtrusive, and thoroughly professional manner.
The starting point for excellence in business 
development is a clear goal. Without it, your mar­
keting effort will be diffused. The best business gen­
erators know specifically the type of client they 
want, and concentrate their full energy, time and 
skills on pursuing only these targets.
One successful practitioner, for example, de­
scribed his ideal next client as a "real estate 
developer of mainly apartment buildings in the 
western suburbs of Chicago. Also, the client should 
be active in the local real estate association and be 
willing to introduce the CPA to banking contacts.”
Surprisingly, the best business generators have 
fewer referral sources than we expected. Their rela­
tionships with bankers and attorneys, though, are 
much stronger and more productive than the typ­
ical referral relationships of most accountants. They 
form alliances and have clearly defined business 
relationships. In fact, the rainmakers treat their 
referral sources as clients—marketing to them, 
negotiating straightforward ground rules, and 
maintaining frequent contact and communication.
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The way to grow is to create 
more business developers
Business development is a skill that can be learned 
and cultivated. It is not solely a natural talent. The 
lesson for all practitioners is that the best business 
generators in the profession built their skills 
through constant practice and constant striving to 
be more productive. These are skills that can be 
emulated by others. For in the final analysis, no 
amount of marketing can make up for the lack of 
personal skill, effort, and initiative. It is these 
characteristics that lead to a successful, thriving 
practice. □
—by Michael Cummings, SAGE, Inc., 120 S. River­
side Plaza, 15th Floor, Chicago, Illinois 60606, tel. 
(312) 346-8850
Some Rewards of Positive Thinking
When we think positively, we increase the chances 
for success. When we think negatively, we increase 
the chances for failure. Positive thinking is the cata­
lyst that causes good ideas, knowledge, and effort to 
blossom into success. Negative thinking dooms the 
same combination of ideas, knowledge, and effort to 
failure.
Optimism attracts people and ideas, and breeds 
hope and courage. Pessimism repels people and 
ideas, and breeds despair and excuses. Positive, 
optimistic people are more attractive to others 
because they are more alive in their expressions, 
more creative in seeking alternatives, and more 
action-oriented in their eagerness.
What about facing reality, thinking realistically, 
and being a realist? you might ask. Being a realist 
usually results in a restricted perspective and in 
limited action. And realistic thinking is usually 
prompted by the threat of the downside risks, and is 
almost never inspired by the possibility of the 
upside opportunities. Dwelling on reality doesn’t 
change anything. It reenforces existing behavior or 
circumstances—both positive and negative ones. 
Facing reality is wise but should only be an inter­
mediate step, not a goal. The goal should be growth.
The negative thinker doesn’t set growth goals, 
while the realist might think about growth but 
doesn’t take action. The positive thinker, on the 
other hand, is constantly striving. Positive thinking 
results in an abundance of rewards. Besides which, 
it is more enjoyable and is far healthier than nega­
tive thinking. □
—by Mike McCaffrey, Mike McCaffrey & Associates, 
P.O. Box 4101, Laguna Beach, California 92652, tel. 
(714) 497-6616
New Brochures Describe MAS
The AICPA has issued a new series of brochures 
under the heading Business Advice from CPAs 
that describe ways CPAs can help small-busi­
ness owners. Titled
□ "Planning Your Company’s Growth" 
(product no. 890540),
□ "Securing a Loan for Your Company" 
(product no. 890541),
□ "Connecting Your Business with the Right 
Computer System" (product no. 890542),
□ "Managing Your Business Dollars" (prod­
uct no. 890543),
the brochures stress the importance of the 
CPAs involvement in such matters as strategic 
planning, obtaining a loan, choosing a com­
puter, and cash management.
The price is $15 per 100 copies of one bro­
chure. To purchase, call the AICPA order 
department, (800) 334-6961; in New York 
State, (800) 248-0445.
Questions for the Speaker 
(Partner Chargeability)
“What are your thoughts on total billable hours and 
managed chargeable hours for the managing part­
ner and other partners in a firm?" a participant at a 
practice management conference asked the speaker 
and panelists during a session on partner compen­
sation. Three of our editorial advisers respond to the 
same question.
Richard A. Berenson, a New York City practi­
tioner, thinks that an audit partner should have 
2,400 total hours, with about fifty percent of these 
hours billable. Mr. Berenson says that a true manag­
ing partner will have no account responsibility, but 
will have up to 500 billable hours on a consulting 
basis only.
David A. Werbelow, who practices in Pasadena, 
California, suggests that chargeable hours for the 
managing partner and other partners should be 
budgeted in advance and compensation earned 
accordingly.
Robert L. Israeloff, a Valley Stream, New York, 
CPA, thinks that chargeable hours are important, 
but practice development activities for partners 
with marketing abilities are just as important. He 
says that practice development hours should be 
monitored, though, to be sure they become produc­
tive and result in legitimate leads and partners 
meeting prospective clients.
Practicing CPA, July 1990
8 Practicing CPA, July 1990
Mr. Israeloff says that as a firm becomes larger, the 
chargeable and manageable hours of the managing 
partner will, and should, decrease. When a firm has 
fifty to sixty people, Mr. Israeloff says that it is not 
unusual for the managing partner to have no more 
than a few hundred chargeable hours. □
Tax Practice Management
Despite the best plans, many firms find that the 
seasonality of a tax practice results in long 
hours and significant stress. Earlier this year, in 
order to help firms better manage their tax 
functions, the AICPA introduced a new looseleaf 
manual that is designed to aid in the mainte­
nance of a steady work flow.
The manual is divided into three major sec­
tions: management and administration, tax 
return preparation, and legal liabilities. The 
chapter on an overall control system, for exam­
ple, has suggestions for chargeable time bud­
geting, managing workloads, properly assign­
ing work to staff, and off-season work.
The Tax Practice Manual can be obtained from 
the AICPA order department (product no. 
029540) for $99.50 through October 1.
Changes Due in Billing (continued from page 5)
that one size no longer fits all. Accounting and tax 
services have not only become quite different, the 
subactivities conducted within these disciplines 
have also become more complex. In addition, the 
activities now practiced under the broad umbrella 
called MAS encompass a wide array of services that 
have different values to clients and demand sub­
stantially different resources to provide. Time is no 
longer an accurate measurement of these activities.
In the decade ahead, CPAs who choose to be suc­
cessful will find new ways of billing clients. Today, 
value billing, while often talked about, is seldom 
practiced. Even when it is, the results are more often 
a windfall than a planned, structured activity. The 
use of menu billing will grow, and other techniques 
will be developed to effectively gauge the value of 
the service to the client, the cost to the CPA firm, and 
the acceptable price in the marketplace.
At some point, CPAs will accept that billing is no 
longer a cost-accounting exercise conducted as an 
administrative task. It will be accepted as, perhaps, 
the firm’s most important marketing decision. □
—by Charles B. Larson, CPA, 3300 Dale Avenue, St. 
Joseph, Missouri 64506, tel. (816) 279-7493
American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas




American Institute of 
Certified Public Accountants
